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COMMERCE, DEPARTMENT OF
A joint Commerce-SEC project to provide economic information on SEC regulations was
announced by Commerce Secretary Juanita Kreps and SEC Chairman Harold Williams
on 9/17/79. The joint project is designed to enable the Commission to monitor
the impact of key rules on the ability of small businesses to raise capital.
The two agencies have signed an agreement to carry out the second phase of a
project under the Experimental Technology Incentives Program which is
administered by Commerce's National Bureau of Standards. Phase II will
institutionalize economic monitoring capability at the SEC and expand analysis
beyond the monitoring of small business and technology-based issuers to the
issues involving tender offers, accounting and disclosure rules and other
substantial policy concerns, while at the same time retaining a focus on the
needs of innovative enterprises.
COMMODITY FUTURES TRADING COMMISSION
Financial and Segregation Interpretation No. ,5 has been released by the Division
of Trading and Markets. The interpretation sets forth the conditions under
which certain accounts receivable arising from services rendered by a futures
commission merchant (FCM) in the ordinary course of business may be included
in current assets for capital computation purposes. It responds to an
inquiry as to when receivables arising from bookkeeping, consulting and tax
services performed by the FCM can be included as current assets under Reg.
1.17(c) (2) (ii) (A). This interpretation is not a Commission rule or inter
pretation — it represents practices followed by the Division of Trading
and Markets. For further information contact Daniel Driscoll at 202/254-8955.
COST ACCOUNTING STANDARDS BOARD
Final approval has been granted to a standard of accounting for independent research
and development costs and bid and proposal costs (CAS No.420). It is designed
to provide increased uniformity and consistency in determing how IR&D and B&P
costs are constituted, and how these incurred costs should be allocated to cost
objectives. The board expects that the standard will become effective on
3/15/80.
COUNCIL ON WAGE AND PRICE STABILITY
The publication of the second-year voluntary pay and price standards for the
President's anti-inflation program will be made no later than 9/30/79 according
to the Council (see Rel. 338, issued 9/15/79. Senior officials, at the Council
are skeptical that this deadline will be met however. In the interim, the
first year pay and price standards will remain in force but the Council will
begin to remedy the inequities that have been identified during the public
comment period. Among the highlights expected to be included in the secondyear standards is a two-year cumulative pay standard, an increase in the
current threshold for low-wage exemption, and a catch-up provision for workers
not protected by a cost-of-living allowance.
FEDERAL TRADE COMMISSION
FTC rulemaking and its public funding program came under attack again during recent
Senate oversight hearings conducted by the Commerce Consumer Subcommittee.
Senate proponents of a legislative veto over agency rules, a concept endorsed
by the House for years, appear confident that sufficient Senatorial support
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will exist when the FTC authorization bill reaches the floor for a vote. On
the House side, a compromise appears to set the stage for floor consideration
of the bill, HR 2313. In return, interim FTC appropriations until November 15,
1980 were approved, avoiding the substantial reductions sought by the House
Appropriations Committee. House leaders had earlier blocked the bill because
of its legislative veto provisions but new are ready to move the bill to the
floor for consideration by the full House. FTC critics in the House are ready
to offer substantial amendments to the bill, restricting the agency's rulemaking
authority and substantially reducing their appropriations.
HEALTH, EDUCATION, AND WELFARE, DEPARTMENT OF
The Administration's hospital cost containment bill (HR 2626) is not dead yet,
but it is in critical condition. The House Commerce Committee began consider
ation of the proposal last week, following a 22-20 vote to take action. That
vote was taken in spite of the fact that the Commerce Health Subcommittee
earlier failed to take action on the bill and forward recommendations for its
consideration by the full committee. Health Subcommittee Chairman Henry
Waxman (D-Cal) has offered a substitute plan which directs the hospital
industry to hold expenditure increases to 11.6% annually for 1979 (the same
goal set by the industry itself as part of its "voluntary" effort to hold
down costs) to avoid triggering mandatory controls. Under the plan, only
those hospitals which failed to meet the national, state and individual
limits would be subject to mandatory control. It is still possible for the
Commerce Committee to vote the bill down, but, if that should occur, House
Speaker Thomas P. (Tip) O'Neill, Jr. (D-Mass) has premised to bring the Ways
and Means approved version to the floor for consideration. That bill is not
what the Administration wants, but areas of conflict could be smoothed over
on the floor to achieve passage.
INTERSTATE COMMERCE COMMISSION
The accounting treatment for the fuel surcharge that is passed through the
owner-operators was the subject of Accounting Series Circular No, 174, which
was issued on 9/14/79. Since the surcharge is part of the tariff charge
it should be included in the revenue account to which the related freight
charges are credited. For additional information contact James B. Thomas, Jr.,
at 202/275-7448.
SECURITIES AND EXCHANGE COMMISSION
The accounting profession must be cautious in interpreting the conflicting
signals coming from the Federal Courts, including the Supreme Court,
according to SEC Chairman Harold Williams in an address before the Texas
Society of CPA's in Dallas last week. Chairman Williams provided his own
footnotes to recent court decisions which have focused on the legally
appropriate role of auditors. These cases include Ernst & Ernst v .
Hochfelder and the SEC v. Arthur Young & Co . While not specifically attacking
the wisdom of these decisions, Williams stated that auditors should not
engage in a "fruitless semantic exercise" to examine whether the exercise

of their responsibilities amounts to "conscription", but should examine
whether they are meeting the expectations of the public. Turning to the
Foreign Corrupt Practices Act, enacted by Congress in 1977, he stated that
the new accounting provisions of this Act may mark a change in the traditional
auditor's role, that the auditor "may well be expected to expand its quasi
public functions by assuming the oversight responsibility for corporate
internal controls which the Congress wants." Williams warned that unless
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to conform with the changing public expectations and needs, there is the
risk that legislation might ultimately compel such initiatives. According
to Williams: "...in the long run, it is the law rather than the expectations
which are more likely to be changed...".
Final rules which will require oil and gas producers to include a supplemental
earnings summary of oil and gas producing activities prepared on the basis of
reserve recognition accounting (RRA) in their financial statements were
approved at an open meeting held on 9/19/79. The final rules require that
for calendar year 1979 and thereafter producers will have to provide current
year’s additions and revisions to proved reserves as well cis the costs
associated with the discovery, development, and production of the reserves,
and all non-productive costs. The supplemental RRA summary will be required
in Form 10-K reports for fiscal years ending after 12/25/79. The summary
will not be required in annual reports to shareholders. Existing safe
harbor provisions for disclosure of reserve information will be extended
to cover the supplemental RRA summary. In addition, the Commission agreed
to amend its rules to permit oil and gas reserve information and the
supplemental RRA summary to be designated "unaudited" for fiscal years ending
before 12/26/80. For further information contact James Russell or James Hall
at 202/272-2133.
The nominations of Comm. John R. Evans and Comm. Philip A. Loomis for reappoint
ment to the SEC have been confirmed by the Senate. The terms of Mr. Evans,
of Utah, and Mr. Loomis, of Maryland, will expire June 4, 1983 and June 5,
1984, respectively.
Proposed rules on accountant liability for reports on unaudited interim financial
information under the Securities Act of 1933 have been issued (see Rel. No.
33-6127). The Commission is proposing two alternative rules, either of which
if adopted would have the effect of excluding accountants from potential
liability under Section 11(a) of the *33 Act for a report filed under Statement
on Auditing Standards No. 24, "Review of Interim Financial Information". Ver
sion "A" would provide that the written consent of the accountant under
Section 7 of the Securities Act would not be required if an SAS No. 24 report
prepared for use other than in a registration statement is included in a
Securities Act filing. Version "B" would exclude an SAS No. 24 report from the
definition of "report" for the purposes of Sections 7 and 11 of the Securities
Act. Comments on the proposed rules are sought by 11/15/79. For more infor
mation contact James Doyle at 202/272-2130, Consuela Washington at 202/2722573, or Robert Chira at 202/272-2437.
SMALL BUSINESS ADMINISTRATION
A piblic hearing on "Government Competition with Small Business" will be conducted
by Milton D. Stewart, Esq., Chief Counsel for the Advocacy of the SBA. Mr.
Stewart's office will consider the adequacy of efforts to curtail Federal
involvement in commercial activities which compete with small business and
opposition to those efforts. Participants will include a cross section of
representatives from unions, nonprofit organizations which compete with small
business and government agencies. The hearing will be held on 10/1/79,
beginning at 9:30am in the Ohio Room of the Capitol Hilton, 16th & K Sts.,
NW, Washington, D.C.
Anyone may file a written statement with the office
of the Chief Counsel for Advocacy before, during or after the hearing. All
information regarding the hearing should be addressed to: Doreen Thompson,
Office of the Chief Counsel for Advocacy, U.S. Small Business Administration,
1441 L St., NW, Room 219, Washington, D.C. 20416, 202/653-6998.
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TREASURY, DEPARTMENT OF
A bill to restore social security benefits to certain categories of retirees,
including some retired partners of CPA firms, was reported out of the
House Social Security Subcommittee last Thursday, by unanimous vote of
the seven members present. The bill, HR 5295, introduced by Subcommittee
Chairman J. J. Pickle (D-Tx) on 9/14/79, seeks to restore benefits to
individuals whose benefits were inadvertantly reduced when the Social
Security Act was amended in 1977. This bill would establish the principle
that deferred income be excluded from gross income for the purposes of
the earnings limitation. In other words, the bill excludes from gross
income for the purposes of the earnings test, that income received by a
beneficiary that is derived from services performed prior to entitlement
to social security benefits. Examples of prior entitlement income
encompass insurance policy renewal commissions, proceeds from sale of
crops, and return of capital or work-in-progress payments to a retired
partner. Other provisions of this bill, now to be considered by the
full Ways and Means Committee, provide equitable relief for specific
categories of working mothers, students, medicare recipients, and retired
teachers.
Three approved master and prototype defined benefit Keogh pension plans and
an information package containing plan language are now available
from the IRS (see IR-2162, issued 9/19/79). A new application form for
defined benefit Keogh plans is now available from local offices. Use
of sample plans and the information package as drafting aids should
shorten the time required for the IRS to issue opinion letters to sponsors.
According to the IRS, the exact language from the plans or the package is
not required if other language satisfies the qualifications requirements.
The plans and information package are available for inspection and
reproduction at the Freedom of Information Reading Room, IRS National
Office, Room 1563, 1111 Constitution Avenue, N.W., Washington, D.C. 20224,
and at reading rooms in the seven IRS Regional Offices.
A detailed summary of the proposed Bankruptcy Tax Act of 1979 (HR 5043) has
been issued by the Joint Committee on Taxation. The summary will be
used by a House Ways and Means subcommittee which plans to hold hearings
on the bill on 9/27/79. The bill, introduced by Committee Chairman Al
Ullman (D-Ore) is a comprehensive bill designed to update and clarify
Federal tax rules on the treatment of discharge or cancellation of
bankruptcy, estate tax consequences, and the treatment of corporate
insolvency and reorganization. It is hoped that Congress can act on
HR 5043 before the end of this year as the omnibus bankruptcy bill passed
in the last Congress is scheduled to take effect as of 10/1/79.
WHITE HOUSE
A Management Improvement Council has been established by the President. The role
of the Council will be to advise the President on management problems and
issues in the Federal government and to assist in efforts to improve Federal
government management and program performance. The Council consists of 19
appointees representing Federal, State and local governments, private
industry, labor, academia, and professional organizations. Among those
appointed are Joseph E. Connor, Chairman and Senior Partner of the New York
City office of Price Waterhouse and Co., and Russell E. Palmer, Jr.,
Managing Director and Chief Executive Officer of Touche Ross and Co. in New
York City.
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